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E-commerce, Cellphone Sales Drive Growth In
Technology Sector

KEY TAKEAWAYS
The remarkable valuation
expansion over the last
several years has lifted the
technology sector to one
of the largest sectors in
most global equity market
indexes. The sector now
accounts for more than
15% of the global free float
market capitalization.

The technology sector continues to see strong growth in revenues and earnings, especially in segments
such as ecommerce, online entertainment, and web-based services. In the hardware and devices
area, continuous innovations and new product features have sustained demand growth. The robust
sales volume expansion for cellular phones and other products have also benefited component
manufacturers across the globe as well. Despite the rapid pace of expansion, many of these market
segments are far from saturation. Relatively low market acceptance for some of these services in less
developed countries offer the possibility of accelerated growth for several years to come. Nevertheless,
current equity market valuations of some of these businesses already factor in part of the future
revenue expansion. Those businesses that have positive cash flows, and hence are less dependent on
external capital, appear better placed to survive any slowdown in demand growth.
The remarkable valuation expansion over the last several years has lifted the technology sector to one
of the largest sectors in most global equity market indexes. The sector now accounts for more than 15%
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of the global free float market capitalization. In emerging markets, the technology sector dominates
with more than a 28% share of the free float capitalization. The largest technology companies are
now household names, disrupting older business models, and are widely followed by analysts. These
unprecedented changes and the pace of growth has immensely benefited investors and there is
broad consensus that the expansion can continue.

Manufacturers of chipsets
and other components
have also benefited from
strong demand for devices.
Industry consolidation in the
past has left only a handful
of chipset manufacturers
and product assemblers
that have the scale and
resources to meet the
volume demand, as well as
stay ahead of technology
evolution.

Cellphones and other handheld devices have become ubiquitous, even in large emerging economies
where average income levels are still low. Despite this apparent market saturation, manufacturers of
handheld devices such as cellphones continue to see healthy demand from product replacement
and upgrades. With the addition of new functions and updates, these devices have even become
effective tools in improving workplace productivity. As a result, the leading manufacturers still
command considerable pricing power. Given the potential for product upgrades in some of the large
emerging markets, where consumers are becoming more affluent, the demand outlook for devices
remains bright.
Manufacturers of chipsets and other components have also benefited from strong demand for
devices. Industry consolidation in the past has left only a handful of chipset manufacturers and
product assemblers that have the scale and resources to meet the volume demand, as well as stay
ahead of technology evolution. These manufacturers have seen very strong earnings expansion in
recent quarters, and are not expected to face margin pressures in the near term. Other components
that are mostly device specific allow opportunities for smaller manufacturers that are efficient enough.
However, the fortunes of these smaller component manufacturers often depend on the acceptance
of specific products in the market.
The market valuations of ecommerce and other online service providers continue to expand as most
of these businesses are tapping new technologies to create demand, or disrupting and replacing
old business models. This is most visible in sectors such as retail where older players are struggling. The
ability to offer more services on currently available platforms set apart the providers that can continue
to grow for several years. There is also potential for geographic expansion as most of the innovations
can be easily adapted to markets across the globe. Here again, the current leaders with access to
technology, capital and other resources have the advantage over smaller rivals. They are better
placed to enter new market segments or geographies, including by way of acquisitions.
While the business prospects remain upbeat for the next several years, the current equity valuations
already account for at least part of the future revenue upside. As these market segments continue to
evolve and mature, more consolidation is also likely. Companies that are currently dominant, or have
healthy cash flows, appear better placed to survive any decline in demand.

This publication is for informational purposes only. This publication is not intended to provide tax, legal, insurance
or other investment advice and does not represent a recommendation to buy or sell any security or to invest in any
particular market or country. Certain information included in this publication was received from what we believe to
be reliable third parties, however completeness, accuracy, and suitability cannot be guaranteed. Unless otherwise
specified, you are solely responsible for determining whether any investment, security or other product or service
is appropriate for you based on your personal investment objectives and financial situation. You should consult an
attorney or tax professional regarding your specific legal or tax situation. The information contained in this publication
does not, in any way, constitute investment advice and should not be considered a recommendation to buy or sell
any security. Thomas White International, Ltd., may, from time to time, have a position or interest in, or may buy, sell
or otherwise transact in, or with respect to, a particular security, issuer or market on our own behalf or on behalf of a
client account.
Past performance is not indicative of future results.
FORWARD LOOKING STATEMENTS
Certain statements made in this publication may be forward looking. Actual future results or occurrences may
differ significantly from those anticipated in any forward looking statements due to numerous factors. Thomas White
International, Ltd. undertakes no responsibility to update publicly or revise any forward looking statements.

312-663-8300 | www.thomaswhite.com

THOMAS WHITE INTERNATIONAL

INDUSTRY SPOTLIGHT | AUGUST 2017

Capturing Value Worldwide®

Are You Positioned for a World of Opportunities?
THE THOMAS WHITE DIFFERENCE
Thomas White International manages $1.6 billion in assets across multiple global, international and
domestic equity mandates. The diverse client base spans public, corporate, endowment, TaftHartley, and separately managed account platforms.

“Our strategy is to
seek smoother, more
consistent returns by
stressing excellent
local stock selection as
opposed to betting on
major country and
sector moves.
To succeed in this
approach, we have
built an exceptional
global research team
that uses our proprietary
techniques to identify
the most attractive
stocks in each of the
major regions of the
world. This in effect is
our trump card.”
—Thomas S. White, Jr.,
Portfolio Manager

We use Proprietary Research. At Thomas White, we value international stocks within distinct valuation
groups based on region, industry, sector, or country, which provide us with an extensive range of
investment opportunities.
Our investment process differs from the crowd. Our approach to valuing common stocks combines
the execution of thorough historical studies, with the application of in-depth fundamental securities
analysis. Valuing global stocks in nearly 50 countries, this industry-based stock selection process
employs tailor-made valuation frameworks refined and tested over the 40-year history of the Thomas
White organization and its predecessors.
Our veteran analysts on average have more than seventeen years of experience working together
as a team. Our research and analysis is generated by our professionals, both in Chicago and in our
Asia office in Bangalore, India, most of whom have spent their entire careers at Thomas White.
Our investment approach seeks to benefit from buying undervalued stocks and selling them when
they return to fair value. Our analysts find that investors tend to overvalue a company against its
industry peers when the intermediate business environment is favorable, producing strong earnings
growth and then undervalue a company when the environment depresses its business outlook. This
pattern is a reflection of human behavior — it occurs in every industry and country around the world.
It is this phenomenon that explains a stock’s wide price swings above and below its intrinsic value
as a business.
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